
IN THE MATTER OF:

TRIAD GUARANTY INSURANCE
CORPORATION
and HEARING NO. 12-HR-0902
TRIAD GUARANTY ASSURANCE
CORPORATION

ORDER

I, Andrew Boron, Directorofthe Illinois DepartmentofInsurance,herebycertify that I haveread
the Record in this matter and the hereto attachedFindings of Fact, Conclusions of Law and
RecommendationsoftheHearingOfficer, Louis Butler, appointedanddesignatedpursuantto Section402
of theIllinois InsuranceCode(215 ILCS 5/402) to conductaHearing in theabove-captionedmatter. I
havecarefullyconsideredandreviewedtheRecordoftheHearingandtheFindingsofFact,Conclusions
ofLawandRecommendationsoftheHearingOfficer attachedheretoandmadeaparthereof

I, Andrew Boron, Director of the Illinois Departmentof Insurance,being duly advisedin the
premises,do hereby adopt the Findings of Fact, Conclusionsof Law and Recommendationsof the
HearingOfficer asmy own, andbasedupon saidFindings,ConclusionsandRecommendationsenterthe
following Orderunderthe authoritygrantedto me by Article XXIV andArticle XXIX of the Illinois
InsuranceCode(215ILCS 5/401 et. seq.)and Article X ofthe Illinois AdministrativeProcedureAct(5
]LCS 100/10-5et. seq.).

This Order is a Final Decisionpursuantto the Illinois Administrative ProcedureAct (5 ILCS
100/I et. seq.). Partiesto theproceedingmay petition theDirectorofInsurancefor a Rehearingor to
ReopentheHearingpursuantto 50 Ill. Adm. Code2402.280.Appealof this Orderis governedby the
Illinois AdministrativeReviewLaw (735 ILCS 5/3-101 et. seq.).

NOW IT IS THEREFOREORDEREDTHAT:

1) Respondents,shall be placedin rehabilitationincluding a determinationthat TGIC
is insolvent and Respondents’further transactionof businesswould be hazardousto its
policyholders,creditorsortothepublic; and

-0-

2) Thecostsofthehearingarewaived.



DEPARTMENT OF INSURANCE
StateofIllinois

Date:______ __________

AndrewBoron
Director



TRIAD GUARANTY INSURANCE
CORPORATION
and
TRIAD GUARANTY ASSURANCE
CORPORATION

HEARINGNO. 12-HR-0902

FINDINGS OF FACT, CONCLUSIONS OF LAW
AND RECOMMENDATIONS OF THE HEARINGOFFICER

Theabove-captionedmatterwascalled for a hearingin Chicago,Illinois at approximately10:05
a,m. on September10, 2012beforeLouis Butler, actingasHearingOfficer, pursuantto thedesignation
andappointmentoftheDirectorof InsuranceoftheStateofIllinois.

Appearingfor theDepartmentwereJim RundblomandMr. LeonardGail. Appearingon behalfof
TriadGuarantyInsuranceCorporationandGuarantyAssuranceCorporationwereMr. KennethW. Jones,
Mr. Earl Wall andMr. will Ratliff.

Having heardand consideredall ofthe evidenceand testimonyoffered at the aforesaidHearing
and having beenotherwisefully advisedin the premises,the Hearing Officer submits the following
Findings,ConclusionsandRecommendationsto theDirectorofInsurance:

FINDINGS OF FACT

1. HearingOfficer Exhibit # I is aNoticeofHearingto Triad GuarantyInsuranceCorporationand
TriadGuarantyAssuranceCorporation(Respondentsor Triad).

2. HearingOfficer Exhibit # 2 is theAuthority to ConductHearingdatedAugust22, 2012appointing
LouisButler astheHearingOfficer in thismatter.

3. HearingOfficer Exhibit # 3 is an August24,2012Orderthat detailstheorderoftheproceedings.

4. HearingOfficer Exhibit #4 is a letter from Mr. TimothyP. Law requestinganextensionofthe
datefor submissionofwritten commentsfrom September11, 2012to September25, 2012.
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5. HearingOfficer Exhibit 1/ 5 is a September20, 2012Orderextendingthetime for written
submissionsuntil October9, 2012.

6. HearingOfficer Exhibit # 6 is anOctober4, 2012Orderextendingthetime for written
submissionsuntil October23, 2012.

7. HearingOfficer Exhibit # 7 is aMotion by theDepartmentfor ExtensionofTime to File Written
Briefs or Commentsto November13, 2012.

8. HearingOfficer Exhibit # 8 is an October19, 2012Orderextendingthetime for written
submissionsuntil November13, 2012.

9. HearingOfficer Exhibit 1/ 9 is a November9, 2012Orderextendingthetime for written
submissionsuntil November30, 2012.

10. Amicus Court Reportersrecordedthe testimony taken in this proceeding and chargedthe
Department$467.35for theCourtReporter’sattendanceandonecopy oftheproceedings.

11. Thepurposeofthis hearingwill befor theDirectorto makeafinal determinationwhether
CorrectiveOrder01-2009issuedby the formerDirector,Michael McRaith, on March31, 2009
shouldremainin effect, bemodified or bevacated. A copyoftheCorrectiveOrderis attachedas
Exhibit 1 and is incorporatedby referenceas if fully set forth herein. A copy ofyour counsel’s
letterrequestinga hearingis attachedasExhibit 2, and is also incorporatedby referenceas if fully
set forth herein.

12. Openingstatementby KenJonesofTriad

a. In June2008Triad enteredinto mn-offworkingwith theDepartmentto developaplanthat
would maximizethevalueofTriad’s insurancecoveragewhile at thesametime treatingall
policyholdersequitably.Theplanwasfinalizedand filed with theDepartmentin October
2008. In June2008,Triad believedthat it hadsufficient claimsspacecapability to meetits
obligation.Triad’sprojectionswerealsosupportedby independentthird partyanalysisand
projections.

b. While thecapitallevelswerebelowtheamountneededto supportthewriting ofnew
business,theprojectionsindicatedthatTriadwould likely maintainapositive capital
positionduringmn-off Thesevererecessionwhich produceda spike in theunemployment
ratealongwith theunprecedenteddeclinein homepricescombinedto causea dramatic
deteriorationin themortgageandhousingmarketin late2008.Triad’sprojectionsatthe
endof2008indicatedthatat aminimumthecompanywould reportadeficit in capital
sometimein 2009andwould possiblybeunableto meetits policyholderobligationsin
full.
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c. TheDepartmentdeterminedthatavoiding receivershipor rehabilitationwasin thebest
interestoftheinsuredlenders. In 2009, Triaddevelopeda capitalmaintenanceplanthat
would resultin Triad maintaininga positive statutorycapitalpositionatall timesduring
themn-off. Themechanismunderthecapitalmaintenanceplanis thepaymentof
legitimateclaimswith acombinationof cashandadeferredpaymentobligation(DPO).
AbsentthecapitalmaintenanceplantheDepartmentwould havebeenforcedto takean
actionthat it believedwould havebeendetrimentalto Triad’spolicyholders.

d. The maintenanceplanwasdesignedso that all insuredlenderswould obtainthemaximum
benefitfrom theinsurancecoveragein theeventofa lossundertheir coverageandbe
treatedequallyregardlessofwhenthe lossoccurred.A risk undertheplanwasthecash
portionoftheclaimpaymentwasinitially settoo high andthat atsomepoint in thefuture
thecashamountwould needto bereduced.Thatrisk wasmitigatedby establishingthe
conservativelevel for the initial forty percentdeferralpercentagesupportedat thetimeby
Triad andindependentthird partyprojections.

e. Theprojectedultimatepaymentpercentagehasbeenconstantlymonitoredthrough
semiannualforecastupdatesprovidedto theDepartment.For all theforecastperiods,the
projectedpercentageofpolicyholderobligationsto be paid by Triad hasdemonstrateda
significantmarginoverthecurrentsixty percentcashpayment,including understress
scenariosthat significantlyincreasefuture losses.

f. Triadhasbeenableto createvaluefor insuredlendersthroughthemonetizationof
intangibleassets,fair andeffectivelossmitigatedprocessesandtheretentionof
experiencedandknowledgeablepersonnelto managethemn-offall thewhile steadily
reducingexpenses.The supervisionplanadoptedby theDepartmentthroughits corrective
ordershasworkedwell for Triad’s insuredlenders.To theDepartment’screditthe
correctiveordersarewell thoughtout anddrafted.Sowell, that until this pointtherehas
beenno modificationsnecessarysincethecapitalmaintenanceplanwasadoptedin 2009.

g. Todaywe arehereto considertwo proposedmodifications;neitheraffectstheintentofthe
ordersorTriad’sability to continueto makepaymentsasit doestoday.

13. Openingstatementby Jim RundblomoftheDepartment

a. Triad Guaranty InsuranceCorporationand its reassuranceaffiliate,: Triad Guaranty
AssuranceCorporation(Triad) arelicensedIllinois domesticinsurershavingauthority to
issue mortgage guaranty insurance.Triad’s policies insure lending in the residential
housingmarket,mortgageguarantyinsurance;indemnifylendersagainstlossesoccasioned
by defaultofa borrowerwho hasmortgagedpropertyassecurityfor a loan.

b. Generally,the insurancepremiumsarepaidby theborroweron acontinuingbasisaspart
oftheir loanpaymentthroughoutthe life ofthe loan andthepolicy cannotbe cancelledby
theinsurer.After thehousingbubbleburst in 2007andhousingpricesbegantheir decline,
Triad,aswith othermortgageinsurers,beganexperiencingsubstantiallossesasborrowers
defaultedon the loansTriadhadinsured.After Triad’s attemptsat raisingnewcapitalwere
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unsuccessful,Triad beganto work on aplan to mn-offtheexisting mortgageinsurance
businessandon August 1, 2008,

c. Triad enteredinto astipulationandconsentorderwith theDirectorofInsurancewhere
Triad agreedthaton orafterJuly 15, 2008,Triadwould not issueanynewcommitmentof
insurancefor anyjurisdictionotherthatwith respectto modificationsto refinanceTriad’s
existingcommitments.On August5, 2008,Triadenteredinto a secondorderwith the
Director in the form ofan agreedcorrectiveorder,CorrectiveOrder01-2008.This
correctiveorderrequiredTriadto file acorrectiveactionplanwith theDirectorby August
15, 2008andalso requiredTriadto obtain theDirector’sapprovalbeforepayingdividends,
interestorprincipalon its surplusnotespurchasingassetsor enteringinto transactions
havingavalueof$100,000ormore.

d. Triad wasalsorequiredto makevariousadditionalperiodic filing with theDirector.The
mn-offproceededandon October10, 2008, Triadfiled its official mn-offplanwith the
Director. SeveralmonthslaterafterTriad’s financialconditiondid not improve,the
Directordeterminedthat additionalcorrectivemeasureswerenecessaryto ensurethe
policyholderclaimswould continueto bepaid. Theseadditionalmeasuresincludedaplan
whereclaimsagainstTriadthroughdefaultson mortgagesthat Triadhad insuredwould be
paidsixty percentcashwith theremainingforty percenttaking theform of a DPO,

e. TheDPO’s would be securedby Triad placingcertainof its investmentassetsin escrow.
TheseDPO’swould alsoaccmeacarryingchargebasedupontheyield ofTriad’s
investmentportfolio. Beforeissuinganorder forthisDPO plan, theDirectorheldaquasi-
public hearingonMay 8, 2009. The secondcorrectiveorder,knownas Amended
CorrectiveOrder01-2009,authorizingaDPO arrangementwasissuedby theDirectoron
May 26, 2009.

f. In July 2009,an escrowwasestablishedby Triad with amajorfinancialinstitution for
securingtheassetsbackingtheDPO’spursuantto theamendedcorrectiveorder. Sincethat
timeTriad hasinformedtheDepartmentthat asofJuly 2012it would no longerhave
sufficient assetsto fundtheescrow.

g. OnMarch29, 2012Triad proposedrevisionsto theAmendedCorrectiveOrderto change
themandatoryrequirementfor funding oftheDPO escrowandalsochangethemethodof
computingthecarryingcharge.In view ofthe importanceoftheseissuesandtheneedfor
transparency,theDirectorhaschosento hold thispublic hearing.

14. TriadPresentationby Mr. Jones

a. Thetwo proposedamendmentsto theOrderdo notchangethe intentoftheOrder,but are
necessaryto maketheOrderinternallyconsistentwith its statedobjectives.With respectto
thethird topic, Triadbelievesthat thecurrentmn-offstmcturedevelopedby the
Departmentis innovativeandeffective,maximizingtheultimatebenefitsavailableto
policyholderswhile maintainingeffectiveoversightby theDepartment.
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b. Theproposedamendmentto theCorrectiveOrderwould eliminatetheabsolute
requirementto escrowassetsequalto theamountoftheDPO’s, arequirementthat is
inconsistentwith thepurposeoftheplan.

c. It would permit theDirectorto establishan escrowrequirementin his discretionfor all or a
portionoftheDPO amount.

d. This is a technicalamendmentto correctadraftingoversight.At thetime theOrderwas
draftedtherewasapossibility that Triadwould haveinsufficient assetsto payonehundred
percentofclaimsin cashatall times. That is thereasontheDPO planwasimplemented.
UndertheDPO plan,sixty percentofall claims arepaid in cashandforty percentarepaid
in the form ofaDPO.

e. It wasand still is projectedthatTriadwill havesufficient assetsto be ableto payatleast
sixty percentof eachclaim in cashfor thedurationofthemn-off. TheDPO’swill be
settledwith theassetsremaining.

f. Thecurrentescrowlanguagein the Orderis inconsistentwith thepurposeoftheDPO plan
becausecompliancecanonly occurif Triad hassufficient assetsat all timesto satisfyall
claimsby payingsixty percentoftheclaimamountin cashandescrowingassetsequalto
forty percentoftheclaim or theDPO amount.

g. If Triad hadsufficient assetsto do this, thenTriad canpayeveryclaim in cashandthe
DPO planwould beunnecessary.Triad’sproposedamendmentwould deletetheabsolute
requirementofanescrowandmakeit atthediscretionoftheDirectorof Insurance.The
Directorwould havetheflexibility to requireescrowingofassetsdependingon the
circumstancesandwhat is in thebestinterestofthepolicyholders.

h. UndertheexistinglanguageoftheOrder,theDepartmentmonitorseverycompany
expenditureandmostnon-routineexpendituresrequirepreapproval.Even’routine
expendituresrequirepre-approvalif theyexceedapredeterminedamount.These
requirementscoupledwith theproposedamendedlanguagemaintaintheDepartment’s
ability to preservethecompany’sassetsfor thebenefitofthepolicyholders.

The secondproposedamendmentto theCorrectiveOrderwould eliminatetheunintended
outcomeof creditinginterestto theDPO’s in excessofinvestmentearnedby the
company’sinvestedassets.The amendmentwould requirethat onehundredpercentofthe
investmentincomeearnedon Triad investmentportfolio be creditedto theDPOholders
whentheaggregateamountoftheDPO exceedsinvestmentassets.

j. The currentinterestcreditinglanguageappliesto the interestrateTriadearnson its
investmentportfolio to theaggregateDPObalanceto determinetheamountofinterestto
be accmedto theDPO’s. This formulaworkswell aslong asthe investmentportfolio is
equalto or largerthantheaggregateDPObalance.
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k. Theproposedamendmentwould leavetheformulaunchangedwhentheinvestedassets
exceedstheDPObalance.However,theformularesultsin creditingin greaterdollar
amountofinvestmentincometo theDPO’sthat Triad earnswhenthe investmentportfolio
is lessthantheaggregateDPO balance.Theproposedchangewould credit onehundred
percentoftheinvestmentincomeearned,butno morethanthe investmentearnedtothe
DPO holdersin this situation.

1. The final topic involvesthenatureofthemn-offplan andhow it shouldbe managed.Triad
believestheDepartmentimplementedaviable, responsiveandefficient mn-offplanwhich
shouldbe permittedto continue.TheDepartmentconsideredvariousalternativesbefore
settlingon thecurrentplan.

m. TheplanutilizestheDPO stmctureto maintainregulatorysolvencywhich permitsthe
companyto continueto functionto serviceits policyholders,assistin theimplementation
ofpolicyholderandgovernmentinitiativesto preservehomeownershipandmaximizethe
assetsavailableto paypolicyholderclaims.

n. Thecompanyhasdownsizedfrom 260 employeesto lessthan50, but hasbeenableto
retainkeyemployeeswith theexpertiseandexperiencenecessaryto efficiently and
effectivelymnthebusiness.Thecompany’sinformationsystemsandrelatedintellectual
propertyweresoldgeneratingover$35 million in value.

o. Occupancycostshavebeenreducedand functionswereeliminatedassoonasit became
costeffectiveto do so.Outsourcefunctionsweremovedto a variablecostbasiswhichhas
thedual benefitofretainingexpertisewhile reducingcost.Excludingcontractunderwriting
expenses,generalexpenseshavedeclinefrom $56million in 2008, thefirst yearoftherun-
off~to aprojected$13 million thisyear.

p. Onthesamebasis,since2009,Triad is almost$22million underthegeneralexpenses
projectedin themn-offplanapprovedby theDepartment.Triadhasmaintained
transparencywith its policyholders,includingFannieMae andFreddieMac aswell asthe
Illinois DepartmentofInsurance.Thenexttwo or threeyearswill be critical to maximizing
thevalueavailableto paypolicyholderclaimsandthecurrentmn-offstructureis ideally
suitedto accomplishthis objective.

15. Mr. JeremiahSheehan,ofManatt,Phelps,andPhillips, representingFreddieMac, askedfor
clarificationwith respectto theescrowaccount.Mr. SheehanstatedtheNoticesayswhetherto
allow Triad to foregoor reducefuturefunding oftheescrow.Mr. Sheehanaskedif theintentis to
keepwhat is escrowednowandreduceit in the futureor is the intentto simply eliminatethe
escrow.

a. Mr. Ken Jonesrespondedthat currently, theOrderrequiresTriad to escrowassetsin
supportoftheDPO’s. Triadis nowin asituation,andbeganworkingwith theDepartment
lastyear,with theunderstandingbasedon projectionsthatTriad would be in apositionin
thesecondhalfof2012.Triad proposedanamendmentto theOrderthatwould allow the
Directorat his discretionto requireescrowofaportionoftheassets.
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b. Triadis notopposedto escrowingassets.Triadjust cannotcomplywith thetermsofthe
Orderto fully escrowassetsequalto theDPOsbecausetheDPO’sarein excessofthe
availableassets.

16. Mr. Sheehaninquiredasto whathappenswith regardto theescrowif theOrderis amended?Does
it just simply go outofexistence?

a. Mr. Jonesrespondedthat theintentionthereis currentlyto escrowthat amount.The
proposedamendmentsaysthe requirementto escrowthatamountgoesaway.

b. TheDepartmentundertheproposedlanguagehastheability to sayescrowthemaximum
amountthatyou haveassetsavailableto escroworbecauseoftheotherprotectionsunder
theOrdertheDepartmentwill eliminatetherequiremententirely. It is discretionaryto the
Director.

17. On Cross-Examinationby theDepartment,throughMr. Gail, Mr. JonesandMr. Wall testifiedas
follows:

a. If theDepartmentdid notallow Triadto reducetheescrowpayments,thenTriadwould be
unableto comply with the termsofthesecondCorrectiveOrderrelatedtotheescrow
requirement.However,Triadwould be ableto continueexecutingthemn-offplan,pay all
currentclaimsat60 percentor greaterasdeterminedby theDepartment,andultimately
pay a portionoftheDPOs. Eventually,Triad would beunableto pay 60 percent,and
would actuallybe fundingtheescrowanamounthigherthantheamountpaid towards
claims.

b. If theDepartmentgrantsTriad’s requestto reducetheescrowpayments,theamountput in
escrowwould be determinedby theDirector.

c. Triad’s positionon theescrowpaymentsis that theyareredundant.While theywill
continueto pay themif theDirectorso orders,or if theirpolicyholdersfind value in them,
Triad believesthat thereis sufficientprotectionfor thepolicyholderswithouttheneedfor
escrowpayments.

d. Triadhasnot attemptedto ascertaintheopinionofthepolicyholderson theescrowissueas
theDepartmenthasestablishedhearingsin which policyholderscanprovideinput.

e. Themoneycurrentlyin escrowis within Triad’s assetsalreadyon thecompany’sbalance
sheets. Triad payssomeincrementalamountto maintainthat escrowaswell asoperating
efficienciesfor transferringfundsto it. Triadbelievestheescrowis unnecessary,therefore
theybelievethat it is notthebestinterestsofthepolicyholdersto continueto incurthe
expenseof maintainingthataccount.

f. Sincetheescrowrequirementwasinstituted,Triadhasfundedthatrequirementin full until

themonthprior to thishearing.
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g. If theDepartmentdoesnotallow Triadto changetheway it calculatesinterest,Triad
would beforcedto reportnetnegativeinvestmentincomein their statutoryfinancial
statementsbecauseinterestis deductedfrom investmentincomefor thepurposesof
reportinginvestmentincome. Thiswould meancreditingto theDPO holdersmore
investmentincomethanwasearnedandreportingnetnegativeinvestmentincome. This
would resultin anadvantageto earlierDPO holdersversusDPO holderson laterclaimsas
theyield creditedto theDPOwill behigherthanactuallyearned.

h. Triad’s initial financialprojectionofDecember2008,predictedthatTriadwould be ableto
payall claimswhendue. This projectionwassupportedby aprojectionfrom afirm
consideredto be anexpertin themortgagecreditindustry. Bothprojectionsacknowledged
that therewasa greatdealofuncertaintyin the forecastand it wasplausiblethat all claims
could notbe paid. The projectionsalso indicatedthat therewould be a periodofbalance
sheetinsolvency. Thecombinationofuncertaintyin theforecastandbalancesheet
insolvencywasthe reasonthesecondcorrectiveordersettingout thecapitalmaintenance
placewasissued.

In theforecastprovidedto theDepartmenton June30, 2009,Triad’s projectionindicated
that theywould notbe ableto pay claims in full andthat thereremaineda,greatdealof
uncertaintyin the forecast.

j. In subsequentforecasts,theprojectedpercentageofobligationsto bepaidhasvaried,but
themostrecentforecastindicatesthat Triadwill be ableto pay over80 percentofthetotal
obligationsto be incurredunderthecapitalmaintenanceplan,whichmeansthatover 50
percentoftheDPObalanceis projectedto bepaid.

k. Theprimaryassumptionthat changedsincetheDecember2008forecastwastheactualand
expectedlossexperiencedrivenby boththe recessionof 2008andthefive yeardeclinein
homepricesthat continuedthrough2011.

The inclusionoftheDPOwasnecessaryfor Triadto avoidinsolvency. TheDPO balance
is treatedasa liability for GenerallyAcceptedAccountingPrinciples(GAAP) so thatother
thanpreservingassets,theDPOdoesnot affectTriad’s GAAP reporting.

m. Thedeferredpaymentobligationcurrentlystandsatabout$738 million, but theamount
will continueto growasTriad paysclaims in the future. AssumingTriad’s assetsand
liabilitieswereliquidated,Triadwould beableto pay 46 percentofthat. However,that
numberis theoreticalasit assumesthat reservesfor futuredefaultsarepaidasrecorded
whenfor mostreservedefaultsthe insureddoesnot havea perfectedclaimuntil a later
date.

n. Overthedurationofthemn-offprojections,which havebeencarriedthrough2022,Triad
projectstotalDPO andaccruedinterestwill amountto $1.3 billion andTriadwill beable
to pay 58%oftheseobligations. However,that predictionalso containsanumberof
assumptionsandshouldnotberelieduponfor anexactnumber.
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o. TheDPO obligationis not treatedasa liability on Triad’s financialstatement.It is treated
asasubordinateddebentureeligible to be includedin capital,muchlike a surplusnote.
PaymentsundertheDPO cannotbemadewithout theapprovaloftheDirectorandwhen
paymentsaremade,all existingDPOswill be paidatthesamepercentageamount.

p. If theDPO weretreatedasa liability andnotas asurplusnote,Triadwould be statutorily
insolvent.

q. Triad is fully participatingin theHomeAffordable RefinanceProgram(HARP). HARP
hasnotaffectedTriad’s profitability andpremiumdoesnot go downwhena policy holder
participatesin HARP.

18. Oncross-examination,theDepartment,throughMr. Gail, enteredoneexhibit into the record.

a. A pressreleasedatedAugust 14, 2012,printedfrom theTriadwebsitewhich reports
quarterlyresults. (DepartmentExhibit # 1).

19. WhenquestionedaboutDepartmentExhibit # 1, Mr. JonesandMr. Wall testifiedasfollows:

a. Thedocumentis Triad’sAugust 14, 2012pressreleaseand it correctlyindicatesthat
Triad’s liabilities exceedits assetsby $771.4million at thetimeofrelease.

b. While thepressreleasestatesthatTriad’s assetsin futurepremiumswill not be sufficient
to meettheircurrentand futurepolicyholderobligations,it doesnotmeanthat the full
$771.4million will not bepaid.

c. BecauseTriadexpectsits financialpositionto improveby approximately$250million and
the trendsin newdefaultscontinuesto improve,Triadbelievesthat sometimein 2013,the
level Of losseswill declineto a pointwhereit will be profitableon a GAAP basisand the
deficit will be reduced.Thesepredictionsaremuchlessvolatile thantheprojectionsof
2008, asthereis a wealthofexperienceconcerningwhathappenedin themortgageand
credit market.Triad is moreconfidentin thisprojectionthanthe2008projections.

d. Thepressreleasereferencespositive changesin theeconomyandtheresidentialreal estate
market. Thesechangesincludesignificantly improvedemployment,which resultsin lower
futuredefaultsandenablesexpandedparticipationloanmodificationprogramsthat
increasetherateon currentdefaults. Continuedimprovementsin thehousingmarkethelp
mitigatelossesandreducelossseverity. However,thesechangesarenot certainto
continue.

e. Triad hasnot modeledthe impactofcommunitiesusing eminentdomainasavehicleto
assisthomeownersbecauseit is speculativeanduntested.However,basedon their
understandingoftheproposalunderdiscussion,Triadwould benefitfinancially because
therewould beno triggeringeventto file aclaim. The extentofthebenefitwould be
basedon howwidespreadthepracticebecomesandhowmanyloanswould be effected.
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f. TheplanTriad hasexaminedwith respectto eminentdomaindo not relievethepolicy
holderoftheobligationto paythepremium. However,Triadhasnot examinedeveryplan.

g. Triadis not a party to any litigation which, if decidedin Triad’s favor,would havea
positive financialimpact.

h. However,Triad is aparty to a seriesof classactionsaswell asa lawsuitwith asingle
lenderwhich could havea materialnegativefinancialimpactif successful.Triad believes
theclassactionsarewithoutmerit, andhasenteredinto a settlementagreement,subjectto
regulatoryapproval.

i. With regardto theclassactions,Triadis currentlya partyto four classactionsuits in
which plaintiffs claim thatcaptivereinsuranceviolatesRESPA. Theplaintiff areseeking
statutoryrecoveryunderRESPAhowever,Triadbelievesthat theymet all requirements
neededto makecaptivereassuranceagreementsasoutlined in a HUD letter. Furthermore,
theprogramswerereviewedby theDepartmentaswell astheVermontDepartmentof
Insurance.

j. If theseclassactionsweresuccessful,theywould most likely not resultin areducedstream
ofpaymentsfrom reinsurersto Triad, asmostoftheassetsfrom thecaptiveshavebeen
recovered.While therearestill someoutstanding,plaintiffs would be seekinga statutorily
imposedpenalty,which is a per seviolation penaltyofthejudge’sdiscretion. Thesecases
arecurrentlyunderreviewto be consolidated.

k. Triadhasno currentplansto bring additionalcapitalinto thecompanyandthereareno
realisticpossibilitiesofanothercompanymergingwith oracquiringTriad.

Triad hassubstantiallyreducedits expenseswhile maintainingkeyemployeesto maintain
efficiencyandexperience.Thegeneralexpensesfor 2012areprojectedto be 50 percentof
what theywerein 2009, the first full yearofmn-off Excludingnondiscretionary
expenses,Triad’s expensesareprojectedto beonly $10 million. At this level, general
expenseswill be lessthan7.5 percentof2012premiums. Going forward,Triad’s forecast
indicatesthat total futuregeneraland lossadjustmentexpe4nseswill be lessthan9 percent
offuturesettledlosses.

m. Triad haspreparedastressforecastwhich assumed$500million in additional futurelosses
in addition to whatwasincludedin thebaselineforecast.Thestressforecastwasapplied
bothto reservedevelopmentand lossesfor futuredefaults. The lossfrequencyfor current
defaultswasraisedto increaseprojectedsettledlossesfrom currentdefaultsto 25 percent
greaterthanTriad’s currentreserves.

n. Primaryfuture lossesweredoubledfrom thebaselineand from Triad’smodifiedpool
contractsall contractsafter2004wereassumedto reachthestop lossforthemaximum
amountTriad is requiredto payand lossesin contractspriorto 2004weredoubled. The
resultsofthestressforecastshowedthatTriad continuedto remainsolventunderthe
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capitalmaintenanceplan,would continueto pay60 percentof eachclaimin cashand
would be aboutto repayabout30 percentoftheDPOsissuedunderthestressscenario.

o. Triad hasnotdonearecentanalysison the impactofbeingplacedinto conservationby the
Department.However,whenTriadinitially wentinto amn-off, Triad andtheDepartment
analyzeda numberof differentoptionsfor themn-off anddeterminedthat thecorrective
actionplanasadoptedwould bethemostefficientwayto maximizethevalueavailableto
policyholders.However,thebasisofthatopinion is unknowntoday.

p. As partofthedevelopmentofthecapitalmaintenanceplan, therewasastudydoneby an
independentthird party thatwasprovidedto theDepartmentlooking atthecostofavariety
of actions,themanagementledmn-offor rehabilitation. This report,theSmartReport,has
not beenupdatedto bring its analysisto thepresent,andTriadhasdoneno analysisto
determineif rehabilitationwould be moreeffectivethanthecurrentplan.

20. In its closingstatement,Triad, throughMr. Jones,statedthatwhile therewereno plansto acquire
morecapital,oneoftheinitial objectivesofthemn-offplanwasto monetizethecompany’s
intangibleassets.This includedthetransactionwith Essent,which resultedin closeto $40 million
in value.

21. Thereis anotherlargeassetremaining:Triad’staxlosscarry forwards. However,realizingthose
carry forwardscould notbe accomplishedby TGIC on astandalonebasis;it would requirethe
parent,TGI, generatingtaxableearningsthatcould beoffset by the losscarry forwardswith a
portionofthetax savingscommittedto TGIC. While thereis no guarantee,this is a possibleway
morefundscouldbe providedto theDPOholders,but it would not allow DPOsto bepaid in full.

22. In its closingstatement,theDepartment,throughMr. Rundblom,statedthat thepurposeofthe
hearingwasto provideinformationto theDirectorregardingTriad’srequestto amendtheDPO
andthe intendedcarryingchargeprovisionaswell asto decidewhethera differentregulatory
approachshouldensue. TheDepartmenthaspreviouslysentaletterto Triad regardingwhat is
doneduring conservationor rehabilitation. Theletterstatedthat in rehabilitation,newclaims
would be permitted. Thecompanyin rehabilitationwould continueto collectpremiumsand
coveragewould notbeterminated.Any costsassociatedwith rehabilitationwould be managedto
minimizethe impactto policyholders.

23. Net coststo thecompanywould beunlikely. Conservationis designedto allow theDirectorto
ascertaintheconditionandsituationofthecompanyandto conserveits assetsduringthatprocess.
Claims intakecoverage,premiumrevenuewould not bedismptedby aconservationorderand
presentlyliquidation is notunderconsiderationby theDepartment.

PROCEDURAL MATTERS

Variousstakeholdersprovidedwritten submissionsto theDepartmentby November30, 2012,

whichhavebeenreadandconsideredby theDepartment.
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CONCLUSIONS

Section188 ofthe Code,215 ILCS 5/188, providesthe groundsfor rehabilitationof a domestic

companyasfollows:

Wheneverany domesticcompany...:

1. is insolvent;

6. is found to be in such condition that its further transactionof business
would be hazardousto its policyholders,orto its creditors,or to thepublic.

Respondentshavefailed to complywith theapplicablerequirementsofthesecondCorrectiveOrderthat
theymaintainescrowedfundsin anamountequalto its liabilities for the“DeferredPaymentObligations”
plus carryingcharges.As ofAugust 14, 2012,Triad’s liabilities exceedits assetsby $771.4million. Triad
hasno currentplansto bring additionalcapitalinto thecompanyanddid not expressany realistic
possibilitiesof anothercompanymergingwith or acquiringTriad.

Baseduponthehearing,theDirectorwould be correctin determiningthat conditionsexistthatwould
justify acourtorderfor the rehabilitationofRespondents.Sufficient causeexistsfur theentryof anorder
for rehabilitationoftheRespondents.

RECOMMENDATIONS

BasedupontheabovestatedFindingsofFact,Conclusionsof Law andtheRecordin this
matter,theHearingOfficer offersthe following Recommendationsto theDirectorofInsurance:

1) ThattheDirectorfind TGIC is insolventandRespondents’furthertransactionof businesswould be
hazardousto its policyholders,creditorsor to thepublic; andOrdertheRehabilitationofthe
Respondents;and

2) Thatthecostofthisproceedingbewaived.

Date:December7, 2012 _____________________

L&~uisButler
HearingOfficer
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